"I believe that reporting to the public is a good thing; accountability is important."
INTRODUCTION
"I believe that reporting to the public is a good thing; accountability is important."
"It stinks-we could donate a lot more to the community without it." "Can't you make it easier?" -Responses of three nonprofit organizations asked to comment on their tax reporting experiences.
U nder Section 501(c)(3) of the United States Internal Revenue Code, organizations devoted to certain kinds of activities are eligible for exemption from the federal corporate (or trust) income tax and for permission to accept tax-deductible contributions.
1 State laws frequently also offer organizations tax benefi ts, exempting them from sales, property and income taxes. However, nonprofi ts wishing to take advantage of these benefi ts face a web of both federal and state eligibility rules and procedures that impose additional costs: lawyers and accountants must be hired, employees educated, records gathered, paperwork completed and fi led, and fees paid. Moreover, once a nonprofi t organization has obtained tax-exempt status, it must continue to report annually, fi ling a federal Form 990 with the Internal Revenue Service (IRS) and, in many states, submitting annual state forms. Such expenses are collectively termed compliance costs. 2 In this paper we report the results of a national survey of U.S. nonprofi t organizations, designed to empirically estimate the magnitude and key characteristics of one aspect of these compliance coststhe expenditures of time and money necessitated by annual federal and state reporting requirements for tax-exempt organizations. Since no tax revenues arise from the charitable activities of qualifying nonprofi t organizations, some might question whether these costs are a tax policy issue. Our view, in contrast, is that they are, precisely because nonprofi ts are tax-exempt. The policy issue fl ows from society's quid pro quo: certain organizations are exempt from tax, provided that they do not distribute any net earnings to a private shareholder, and provided that they produce a public good. The Red Cross does not pay taxes, but provides disaster relief. Museums do not pay taxes, but publicly exhibit works of cultural, scientifi c and historical importance. Thus, a grant of tax-exempt status is a tax expenditure. In the United States, the annual federal Form 990 and state reports are the regulatory mechanisms for ensuring the continuing integrity of this social contract, requiring nonprofi ts to account for their charitable activities and providing information that allows donors to decide whether to contribute. In this paper, we treat compliance costs as the additional resources organizations could allocate to mission-related activities if they were not required to compile and submit reports to federal and state regulators. We break down these costs into four components: the cost of the time spent by organization personnel, fees for professional advisors, non-personnel costs and state fi ling fees. The policy at issue is whether these compliance costs are high enough to support the integrity of the tax exemption and yet low enough to encourage the production of valued public goods. 3 Until now, very little systematic knowledge about these compliance costs has existed. This paper's contribution is to construct the fi rst estimates, separately for federal and state requirements, of the compliance costs experienced by nonprofi t organizations in order to maintain their tax-exempt status. In addition to breaking the expenditures down into four components, we include a multivariate analysis that considers the infl uences of an organization's size, type of work, its use of electronic filing and of the state Unified Registration Statement (URS, an alternative registration form that consolidates the information and data requirements of all states that require registration of charitable organizations). Finally, we place these costs in the context of several relevant measures of the nonprofit sector. Our results provide one baseline against which the costs and benefi ts of future changes in nonprofi t regulatory policy can be measured. They are also useful in informing the wider discussion about the return to society from the tax benefi ts provided to nonprofi ts.
LITERATURE
The U.S. nonprofit sector is fairly large. Adding civic leagues and the other 501(c)(4) organizations operated exclusively for the promotion of social welfare 4 to 501(c)(3) organizations, the so-called Independent Sector in 1996 produced 6.7 percent of national output, owned about fi ve percent of private sector net worth and, counting the full-time-equivalents of volunteers, employed 11.7 percent of the labor force. Contributions to Independent Sector organizations then accounted for about two percent of personal income, roughly 25 percent of government social welfare spending (Steuerle and Hodgkinson, 1999) . In 2000, 501(c)(3) entities fi ling a federal Form 990 reported total revenue of $866.2 billion. Revenue patterns vary with organization size: larger entities received 72 percent of their revenue from fees charged to clients (e.g., tuition, admission tickets), while smaller organizations received over half of their revenue from contributions, gifts and grants. In terms of the type of charitable activity, health organizations accounted for the largest shares of revenues and assets, followed by educational organizations (Arnsberger, 2003) .
In the compliance cost literature, researchers have focused on the burdens of particular taxes. For example, in the United States, estimates have been calculated for the costs of complying with the individual income tax (Slemrod and Sorum, 1984; Blumenthal and Slemrod, 1992) and the corporate income tax (Slemrod and Blumenthal, 1996; Slemrod and Venkatesh, 2002) . Similar work has been done for the Pay As You Earn (PAYE) tax in the U.K., Australia and Canada; business and personal taxes in the Netherlands, Spain, Sweden and Croatia; and business taxes in the European Union, Asia and New Zealand (see Sandford (1995) , Evans, Pope, and Hasseldine (2001) , and Commission of the European Communities (2004)). However, little is directly known about the costs U.S. nonprofi ts annually incur to maintain tax-exempt status. Indirectly, evidence that large nonprofi ts and arts nonprofi ts in Minnesota (Froelich, Knoepfl e and Pollak, 2000) provide less detail on the Form 990 than other organizations suggests that compliance costs may be lower for these organizations. Irvin (2005) offers a rough calculation of the annual costs of complying with state registration requirements, and Moody, Warcholik and Hodge (2005) present an estimate of the costs of fi ling the Form 990 and its associated A and B Schedules.
THE SURVEY

Sample Selection
A stratifi ed random sample of 2,000 organizations was drawn from the "Core File" of the National Center for Chari- The sample was stratifi ed along three dimensions: size, NTEE code, and home state reporting practices. Size was measured on the basis of total revenue: small ($100,000 or less), medium (between $100,000 and $500,000), and large (over $500,000). The 26 major NTEE codes were grouped into three broad types to obtain comparable numbers of organizations in each.
7 Home state reporting practice was based on the registration form required by an organization's headquarter state. In 1997, the National Association of State Charities Offi cials and the National Association of Attorneys General organized an effort to consolidate state information and data requirements, drafting an alternative registration form. In 2000, 35 states and the District of Columbia accepted the Unifi ed Registration Statement (URS). In order to explore whether use of the URS impacts nonprofi t compliance costs, we wanted to increase the likelihood that the sample would include organizations that did and did not use the URS. Therefore, we stratifi ed our sample to refl ect three home state reporting practices. In one category (URS) are those states accepting the URS.
8 A second category consisted of those states requiring registration of nonprofi t organizations but not accepting the URS (NURS), 9 and the third category contained states without a registration requirement (NR).
10,11 The home state for each organization was determined by the address reported on the Form 990. Our 3×3×3 stratifi cation yielded 27 sampling strata. To ensure suffi cient sample sizes in each stratum, we varied the sampling rates, over-sampling in the NR and NURS strata, and under-sampling in the URS strata.
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Survey Methodology
The Minnesota Center for Survey Research sent each organization in our sample a survey questionnaire by U.S. mail. The instrument included questions about which federal and state reports were prepared, the size of the organization, the amount of personnel time devoted to these tasks and their expenditures on professional assistance, other reporting costs (such as training, computer software or supplies) and state fees. A copy of the instrument and the accompanying cover letter is available from the authors.
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A week after the initial mailing (March 11, 2003) , a reminder postcard was sent, followed on April 1 by another letter and a second copy of the questionnaire, to those organizations that had not yet responded. Of the initial mailings, 184 were identifi ed by the Post Offi ce as non-deliverable. For 138 of these, it was possible to locate a more current address in the Guidestar database, 14 and a new round of the three mailings was sent to each, beginning on May 23. Toward encouraging additional responses, a telephone contact with each non-responding organization was then attempted between June 6 and July 30. The telephone script requested completion of the questionnaire and an immediate response to the following single question:
Compared to other charitable organizations, how would you describe the overall costs your organization faces in complying with federal and state reporting requirements? (1) Our costs are much higher (2) Our costs are higher (3) About the same (4) Our costs are lower (5) Our costs are much lower.
The same question was included in the mailed survey instrument and, at the close of the data collection period, was sent on a double, returnable postcard to those remaining organizations that had not returned a survey, and with whom there had not been a telephone contact. A comparison of the respondents' answers to this question with the answers of those who did not complete the survey, reported below, served as a test for non-response bias.
Respondents
Fifty-four of the original 2,000 organizations were eliminated, either because the organization was no longer in operation, was no longer a nonprofi t, or because we were unable to obtain a deliverable address or telephone number, resulting in a sample of 1,946 organizations. Of these, 616 returned a completed mail survey, yielding a response rate of 31.65 percent. An accounting of the fi nal status of the 2,000 organizations in the original sample is in Table 1 .
RESULTS
Characteristics of Respondents' Organizations
While at least one respondent belonged to each of the 26 major NCCS-assigned NTEE categories, only 51 percent of the respondents self-reported the same NTEE codes. This may be because some respondents were unfamiliar with the NTEE classifi cations, because an organization's activities could reasonably fall into more than one NTEE code, or because of an ordering effect.
15 Table 2 displays the distribution of organizations by total revenue for the entire population, for our selected random sample and for our respondents. Small organizations are less well represented in our data than medium and large organizations.
The survey instrument requested fi ve measures of organization size: annual budget, total assets, total annual donor contributions, number of full-time equivalent employees and annual number of clients served. Estimates of mean organization size, calculated from the responses of participating organizations and weighted to refl ect their relative frequencies in the population, are in Table 3 .
Characteristics of Reports Filed
Collectively, respondents operated in and fi led annual reports in all 50 states 15 We found evidence of unfamiliarity with the NTEE classifi cation among nonprofi t executives we interviewed during an earlier pilot survey. We suspect that some respondents selected the Education category in part because it appeared early in the list. and the District of Columbia. Only about six percent of respondents reported that they fi led any of their state reports electronically, and four percent reported using the Unifi ed Registration Statement (URS) in any state. Since organizations operating in multiple states might experience lower costs complying with state registration requirements if they used the URS, we asked each organization to list the states where they did so. Restricting attention to the states where the form was accepted, more than ten percent of the respondent organizations registering in Washington, Maine and Tennessee used the URS, while usage of the URS was essentially nonexistent in D.C., Louisiana, Missouri, and Nebraska.
A large majority (88 percent) of the respondents reported fi ling a Form 990; only 12 percent reported fi ling a 990-EZ. Since more than 12 percent of the organizations were eligible for an EZ fi ling, this was initially puzzling. We believe it refl ects three realities. One is that many states require nonprofi ts to submit a Federal 990. A second is that many organizations think it desirable to report the fuller detail of a 990 in order to attract donors better. Finally, we learned that, because organizations may frequently switch from one side of the EZ fi ling threshold (gross receipts below $100,000 and total assets below $250,000) to the other, practitioners prefer to simply prepare a Form 990 every year.
Compliance Costs
Our measure of compliance costs has four components: personnel time costs, fees for professional advisors, non-personnel costs and state fi ling fees.
Personnel Time Costs
Organizations were asked to provide the total number of person-hours devoted by their staff to prepare federal and state annual reports. Across the entire sample, organization staff members spent an average of 99.47 person-hours annually on compliance tasks. 16 The bulk of this time, about 70.6 percent, was devoted to the Federal 990 (or 990EZ). These time costs vary by organization size, with larger organizations spending more total person-hours than small organizations. However, expressing time costs relative to the number of clients served, one measure of organization size, large organizations spend less time than medium and small ones (13.2 , 44.4 and 49.1 minutes per client among large, medium, and small organizations, respectively).
Respondents were asked to rank the top three most time-consuming compliance tasks out of the following list: learning how to complete the forms, keeping records, gathering and organizing the neces- 16 We report our estimates for the population means, based on the weighted responses from our sample. sary data, interacting with external advisors, fi lling in the forms, submitting the forms, and interacting with federal or state regulators. The most frequently top-rated activity (217 out of 556 responses for the most time-consuming and 223 out of 548 responses for the second-most time-consuming) was gathering and organizing the necessary data, followed by keeping records (216 out of 556 in fi rst place and 148 out of 548 in second place). The most frequently cited activities for third place were interacting with federal or state regulators and fi lling in the forms.
Conversion of time costs to dollars
To convert the reported time costs to a dollar value, we imputed wage rates. Earlier studies used estimates for the value of volunteers' time ($17.19 per hour) (Irvin, 2005) or the wage rates of accountants, auditors and lawyers ($47.96 per hour) (Moody, Warcholik and Hodge, 2005) . Our survey instrument asked for the job titles of personnel responsible for preparing the reports and for those staffers' job qualifications (including degree or certifi cate, experience, and training on the job). We then imputed the average wage for that job description from the Bureau of Labor Statistics' National Occupational and Employment Wage Estimates. 17 Note that this methodology excludes any non-wage compensation. The imputed wages are listed in Table 4. 18 Table 5 contains our estimates of the dollar value of person-hours devoted to compliance. Overall, we estimate organizations' mean person-hours expenditures to be $2,744. These costs ranged from $1,632 for small organizations to $4,634 for large organizations. Measured as a proportion of contributions, person-hour expenditures claim, on average, $0.09 per contributed dollar. This average proportion may, however, mask differences in the ratio across organizations of different sizes. Size-related differences could arise either from systematic differences in these expenditures (the numerator) or from systematic differences in contributions (the denominator). For example, in a recent study of Minnesota nonprofi ts, Macklin and Pratt (2003) found that while contributions accounted for 31 percent of revenue among small organizations (assets under $1 million), medium (assets $1-10 million) and large (assets over $10 million) organizations received 18 percent and 10 percent, respectively, of their rev- enues from contributions. We return to this issue below, in our discussions of the other components of compliance costs.
The National Occupational and Employment Wage Estimates include both for-and non-profit employers. If the wages of workers employed by nonprofi ts are systematically lower than the wages of people with the same job titles in the forprofi t sector, then our estimate overstates the wage cost of compliance. Indeed, there is some reason to expect that this might be the case. According to the "donative-labor hypothesis," the employees of nonprofi ts are willing to accept a lower wage than for-profi t employees because they derive utility from producing a good or service that differs from those produced in the for-profi t sector (Leete, 2001) .
Observations of the wage differential, however, are mixed. The Johns Hopkins Center for a Civil Society, in a series of studies in 2001 and 2002, found that average weekly wages for nonprofi t employees were lower than weekly wages for for-profi t workers in at least nine states, 19 but the results varied by industry. 20 In industries where both non-and for-profi t providers were active, nonprofi t wages tended to be higher than the wages paid by their for-profi t counterparts. Macklin and Pratt (2003) found that the median hourly wage for full-time nonprofi t employees is generally competitive with the for-profi t wage in the same industry. Finally, Leete (2001) found that the differentials between for-and non-profi t wages varied greatly-in both magnitude and sign-across industry and occupational category. Leete (2001) concludes that these estimates sum to an economy-wide wage differential that is nearly zero, and fi nds little evidence to support the donativelabor hypothesis across the economy.
Fees to Professional Advisers
As shown in Table 6 , about 83 percent of large and medium organizations and 69 percent of small organizations reported using professional advisors (77 percent overall). Fifty-three percent indicated that their professional adviser specialized in providing services to nonprofi ts.
On average, each organization spent $7,161 on professional fees. Measured in the context of annual donor contributions, these amounts are fairly substantial, rising from $0.11 per contributed dollar for small organizations to $0.27 for medium ones and $0.42 for large ones, with an overall (Boris, 1998, p. 2) . About 46 percent of the $7,161 was attributed to the Federal report and another nine percent to state reports. Annual audits accounted for the remainder, about 45 percent, or $3,222.
Some states require nonprofi ts to submit periodic audits. However, a nonprofi t may also obtain a professional audit in order to meet their own or a funder's accountability standards. If a nonprofi t obtains an audit only because a state in which it operates requires it, then professional fees related to audits should be included in our measure of compliance costs. However, if a nonprofi t would choose to have an audit even if the state requirement were dropped, then audit-related professional fees are not a compliance cost.
About half of our respondents who reported submitting an audit to a state regulator did so in states that do not require annual audits. These may represent genuinely elective audits. Alternatively, a multi-state organization may have paid for a professional audit because one state required it (incurring a compliance cost), and simply submitted the audit results to other states. However, of the organizations fi ling audits with states requiring them, we do not know which ones would have obtained an audit in the absence of the state requirement. The costs associated with these audits should be excluded from compliance costs, but we cannot identify them.
Non-personnel Costs
Mean expenditures of responding organizations on non-personnel costs are recorded in Table 7 . Examples of these costs include educational materials and publications, training, computer software, general offi ce and record-keeping supplies and postage. Our estimate of the overall average amount spent by an organization on these items is about $10,154. Just over 72 percent of these expenditures are attributable to Federal fi lings. Medium-sized organizations spend the most, followed by large and then small organizations.
State Fees
When a nonprofi t organization registers annually with a state regulator, it is usually obligated to pay a fee. For organizations operating in multiple states, these fees can be signifi cant. As detailed in Table 8 , we fi nd that, overall, an average nonprofi t spends just over $598 annually on fees. 22 In terms of total dollars, large organizations pay the most, followed by medium-sized and then small organizations.
Total Compliance Cost and Aggregate Compliance Cost
The total compliance cost faced by any one nonprofit organization is the sum of four components: the dollar value of staff time; expenditures on professional advisers, including audits; non-personnel expenditures; and state fees. Measuring total compliance cost here is complicated by the fact that many participating organizations gave valid responses for some components and did not answer questions related to others. As one consequence, the size of the sample for total compliance cost, because it includes organizations with a valid response for any of the components, is larger than the component compliance cost samples. Another consequence is that our estimate of the total mean compliance cost is not the same as the sum of the means of the components.
Based on the responses of the responding organizations, summarized in Table 9 , we fi nd that, on average, a single nonprofi t faces total compliance costs of $14,175 annually. In the literature regarding business compliance costs, a common fi nding is that these costs fall more heavily on small fi rms than on large ones. That is, if compliance costs are measured relative to fi rm assets or revenues, then the cost measures decline with size. This survey provides the fi rst opportunity to investigate whether compliance costs also fall more heavily on small nonprofi t organizations. Measured relative to assets, note that mean total compliance costs rise from $0.02 Table 10 we estimate costs for each of the compliance components and by whether compliance is with federal, state or audit requirements. We fi nd total compliance costs, in the aggregate, to be about $3.2 billion, annually. Of this amount, expenditures for federal compliance claimed about $1.37 billion for all organizations (or $6,024 per organization), state compliance costs were about $1.10 billion (or $4,837 per organization), and professional fees for audits amounted to $751.7 million (or $3,314 per organization).
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The Compliance Experience
Several questions at the end of the survey instrument were designed to elicit reflection on an organization's experiences while complying with regulatory requirements.
Regarding the federal Form 990 (or 990EZ), respondents were asked which items they found the most diffi cult or time-consuming. The most frequently cited item (by 27 percent of those responding to the question) was Part II of the form, where organizations are instructed to allocate a series of expenditure categories (e.g., compensation of offi cers, legal fees) across three functions: program services, management and fundraising. Twentytwo percent of those responding cited Part IV of the form-the Balance Sheets and related reconciliation statements. The third most-frequently cited item, accounting for 17 percent of the responses, was Schedule A, where an organization reports the compensation paid to the fi ve highest-paid employees.
While 79 percent of those responding indicated that the required reports do not provide their organizations with any benefi ts beyond exemption from tax and the ability to receive tax-deductible contributions, about 21 percent said that their organizations did derive additional benefi ts. The most frequently cited benefi t (by 43 percent of those claiming additional benefi ts) was an opportunity to review, organize or manage their organization's fi nances better. Another 38 percent referred to the enhanced ability to qualify for external funding, since most grantors require these reports. The remaining 19 percent cited greater credibility with donors as an additional benefi t.
About half of all responding organizations indicated a ranking for their satisfaction with their most recent interaction with a charity regulator. Overall, these respondents indicated fairly strong satisfaction with such contacts: 45 percent were satisfied or very satisfied, while only 11 percent were dissatisfi ed or very dissatisfi ed (and 44 percent rated their satisfaction as "neutral").
Several nonprofi t administrators whom we interviewed in the pilot phase of this study commented on the overlap between the information requested by the Federal 990 and that requested by state regulators. To explore this issue, we included a question about federal-state duplication in our survey instrument. Of the 353 respondents to this question complying with both federal and state requirements, only 21 percent reported no overlap. The remaining 79 percent split between reporting a lot of duplication (26 percent), some duplication (31 percent) and a little duplication (22 percent). An important source of duplication is the fact that current federal law constrains the extent of information the IRS may share with the states. Greater cooperation between federal and state regulators is one of the reforms that has been under consideration in the deliberations of the Senate Finance Committee (2004; U.S. GAO, 2002) . Whether the amount of duplication is optimal turns on the relative sizes of its marginal benefi ts and costs. If a bit more duplication leads to an increment in socially compliant nonprofi t behavior (the marginal benefi t) that is smaller than the accompanying increment in compliance costs (the marginal cost), then there is too much duplication. On the other hand, as long as the marginal benefi t exceeds the marginal cost, a bit more duplication would be desirable. The baseline nonprofi t compliance cost estimates reported here contribute an important dimension to the discussion of this issue.
Caveats
As reported above, the response rate for this survey was 31.65 percent. One way of evaluating that number is to look at other, related survey research. In the compliance cost literature, a response rate of 31.65 percent is comparable to rates achieved in surveys of individuals and business fi rms (Slemrod and Sorum, 1984; Blumenthal and Slemrod, 1992; Slemrod and Blumenthal, 1996) . Hager, Wilson, Pollak and Rooney (2003) observe that response rates are typically lower in surveys of organizations than in surveys of individuals. Their review of 17 surveys published in Nonprofi t and Voluntary Sector Quarterly between 1996 and 2001 found that response rates ranged from ten to 100 percent. Other work in the tax literature suggests that response rates for organizations range between 25 and 50 percent (Cordes, Henig, Twombley and Saunders, 1999) .
While our response rate does lie fi rmly within the range cited in the literature, it is, nevertheless, true that 68.35 percent of the organizations surveyed did not respond. Consequently, non-response bias may seriously affect the validity of our results. For example, it could be argued that the organizations choosing to respond were those most annoyed by the regulatory requirements, biasing the results upward. On the other hand, it could be argued that the responding organizations were those most in agreement with the importance of nonprofi t accountability, biasing the results downward. Still another possibility is that the responding nonprofi ts were more organized, better at keeping records, than non-respondents. In this case, we might expect the distribution of cost reporting to be less variable. As discussed earlier, we employed a simple mechanism as a check for nonresponse bias. Organizations choosing not to return a completed survey were asked to respond to a single question, probing a comparison of their compliance costs with their perceptions of compliance costs in other nonprofi t organizations.
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Since this same question was also asked of respondents, we are able to compare respondents and non-respondents along this dimension. The results are in Table 11 . Note that because a larger percentage of non-respondents than respondents perceives their compliance costs as "higher" or "much higher" than those of others, and a smaller percentage of non-respondents than respondents perceives them as "lower" or "much lower," our estimates, based on the data submitted by respondents, may be biased downward.
Another matter bearing on the validity of these results is the identity of the person(s) completing the survey instrument. Based on 575 answers to this question, 277 (48 percent) were organization administrators (President, Executive Director, Operations manager, etc.). Another 254 (44 percent) were fi nancial employees of the organization (Chief Financial Offi cer, Comptroller, Treasurer, Accounting Director, Bookkeeper). Only four percent were the organizations' accountants; only two percent were board members or trustees. These numbers suggest that the survey data was collected largely from people familiar both with the day-to-day workings of their organizations and with the requirements of federal and state regulations.
MULTIVARIATE ANALYSIS
In this section we explore the separate infl uences of several variables on compliance cost, holding other infl uences fi xed. Table 12 contains the results of a series of regressions; each regression occupies a column in the table. The dependent variables are components of compliance cost, expressed in (natural) logarithmic form: log of the number of person-hours (Staff Time) and log of professional fees (Profess. Fees), separately for federal and state governments, and log of non-personnel costs (Non-Staff Costs) for federal compliance. An additional state regression appears: the log of (state) fees (Fees). The independent variables consist, for the Federal regressions, of a dummy variable indicating whether the organization fi led a federal Form 990 rather than a 990EZ (Form 990), the ratio of contributions to total revenue (Public Support), the logarithm of a measure of the organization's (1) Our costs are much higher (2) Our costs are higher (3) About the same (4) Our costs are lower (5) Our costs are much lower. Some non-respondents answered the question during a telephone contact; others answered it via a returned postcard. 26 The Public Support variable is included to explore whether organizations receiving a large proportion of their revenue in the form of donations ("donative" organizations) would experience either higher or lower compliance costs than organizations with a larger proportion of earned revenue ("commercial" organizations) (see Herman and Renz (2002) ).
Several interesting results emerge. First, in both the federal and the state regressions, the coeffi cient on the size variable is positive, statistically signifi cant, and less than one in magnitude. Given the double-log specifi cation, this means that holding all the other infl uences on compliance cost fi xed (i.e., holding constant whether the organization fi led a 990, its level of public support, the number of staff members, whether they were trained on-the-job, and its NTEE category), a ten percent increase in organization size is associated with between a 1.6 and a 4.4 percent increase in a compliance cost component. In other words, compliance costs for nonprofi t organizations exhibit scale economies: large organizations bear proportionately smaller costs than small organizations. We believe this to be the fi rst evidence that large nonprofi ts, like large corporations, enjoy lower compliance costs.
Next, in both the federal and state regressions, the proportion of a nonprofi t's revenues derived from contributions, measured by the Public Support variable, appears neither to increase nor decrease compliance costs signifi cantly. Therefore, we do not fi nd evidence here to support the suggestion by Herman and Renz (2002) that organizations relying substantially on donations may be different from those relying more heavily on earned income.
In the Federal regressions, there are three additional statistically signifi cant fi ndings. First, holding all else constant (including organization size), use of the Form 990 (relative to the Form 990EZ) is associated with less staff time but higher professional fees. This perhaps suggests that organizations fi ling a 990 are more likely to delegate much of the work to their professional advisers, allocating little time to it in-house. To get a sense of the magnitudes predicted by the regression, suppose a nonprofi t currently fi les a 990EZ, spending 30 hours of staff time and $100 on professional fees. An otherwise comparable organization fi ling a 990 would spend 29.92 fewer staff hours and $38 more on professional fees. Second, when compliance tasks are spread out over a larger number of staff members, compliance costs evidently increase, as both staff time and professional fees rise (23 and 11 percent, respectively, when one more staff member shares the work). Third, there is virtually no apparent relationship between compliance cost and major NTEE category. Holding size and all of the other independent variables constant, only Mutual nonprofits exhibit signifi cantly higher staff time costs relative to nonprofi ts in the "Unknown" NTEE category.
Finally, on the State side, there are several statistically significant results. Holding all other infl uences constant, electronic fi ling reduces staff time by about 89 percent, but has no effect on the other compliance cost components. When staff members are trained on-the-job to engage in compliance activities (as compared with being qualifi ed by a degree or prior experience), compliance costs rise by around 50 percent in terms of staff time and professional fees, all else equal. To the extent that nonprofi ts are able to pay such personnel lower wages, they may be able to recoup some or all of the training and increased compliance costs. An organization's major NTEE category does have some impact here: all other things held constant, education, environment-animal, human health, human services, international-public benefit and mutual organizations all report professional fees that are at least twice those of "unknown" organizations; environmental-animal and mutual organizations report spending much more staff time relative to "unknown" organizations. Staff time, professional fees and state fees all increase substantially with the number of states in which an organization fi les a financial statement, the marginal impact on a particular component varying between 44 and 60 percent, all else equal. The number of states in which an organization registers has, surprisingly, a negative impact on its state fee spending, all else constant.
A possible explanation is that nonprofi ts wishing to expand their operations strategically choose to do so in low-fee states. If this were true, then we might expect to fi nd that organizations operating in many (low-fee) states incur smaller total fees than organizations operating in only a few (high-fee) states. 27 Use of the Uniform Registration Statement (URS) appears to be associated with lower professional fees and lower state fees. The impact on professional fees is substantial, halving them at the margin, all other things equal. The effect on state fees is smaller and is also suggestive of strategic behavior in choosing where to expand.
CONCLUSION
Aggregating the responses of 612 responding organizations, and weighting them to represent the population of U.S. 501(c)(3) organizations, results in an overall estimate of $3.2 billion spent in 2000 to comply with annual state and federal reporting requirements. One way of assessing how large these costs are would be to compare them with the organizations' total revenues. For those 501(c)(3) nonprofi ts fi ling either a Federal 990 or a 990EZ in 2000, total revenues were $866.2 billion (Arnsberger, 2003) . 28 Therefore, the compliance costs we report here amount to about 0.4 percent of the total revenue received. Another measure one might consider is nonprofi t compliance costs relative to contributions, a component of total revenue. Since Arnsberger reports total contributions to 501(c)(3) nonprofi ts in 2000 of $199.1 billion, our findings suggest that, in the aggregate, nonprofi ts spend about 1.6 percent of their contributions on compliance costs. A third measure would calculate compliance costs relative to the tax expenditures associated with nonprofi t status. An element of those tax expenditures is the revenue foregone due to the income tax deductibility of contributions to nonprofi ts. At the federal level, the Joint Committee on Taxation annually calculates this amount; for 2000 it was $31.2 billion (Joint Committee on Taxation, 2000). Our results in Table 10 imply an estimate of total federal compliance costs, in the aggregate, of $1.37 billion, or about 4.4 percent of the forgone federal income tax revenue. One further indicator of the potential importance of nonprofi t compliance costs is that, in at least one state (Minnesota), nonprofi ts now account for 9.5 percent of total employment. We believe that these calculations together demonstrate that the public has an interest in how onerous the regulations are governing the tax-exempt status of nonprofi t organizations.
Four additional policy implications emerge from these results. First, the complexity of fi ling a Federal Form 990 (relative to a 990EZ) appears to push nonprofi t organizations to delegate compliance to professional advisors, signifi cantly raising expenditures on professional fees. Second, we fi nd some evidence that the use of the URS decreases the compliance costs of fi ling state reports. Third, electronic fi ling appears to decrease the number of person-hours devoted to state reporting. Finally, we find across-the-board evidence of scale economies in compliance activities.
